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Capital Spending Plans for 1958 


New England manufacturers plan to spend 24 per cent less on capital investment 
this year than in record-breaking 1957. 

The biggest drop in capital expenditure plans is in soft-goods industries, with 
a 27 per cent decline. Hard-goods industries expect a 21 per cent decrease. 

The New England declines are greater than those of the nation as a whole. 
A joint Commerce Department-Securities Exchange Commission survey projects 
a national drop of 17 per cent, with the durable goods decrease about twice as 
severe as in nondurables. The reverse situation in New England reflects the strong, 
underlying growth trend of the region’s hard-goods industries. 

More than half of New England’s manufacturing firms expect to do considerably 
less capital spending this year than in 1957. Only a little less than one-fourth of the 
firms expect any sizable increases. 

The 1958 capital expenditure survey conducted by the Federal Reserve Bank 
of Boston in February and March is the first such survey made for New England 


(Continued on page 2) 


Business Boom Runs Down, page 5 


oD, I}, | Bank Loans and Small Borrowers, page 9 
Yo Trust Department Income Falls in 1957, page 11 


\ The Fable of the Fickle Snowflakes, page 11 











as a whole. It covered 1,379 firms which account 
for 40 per cent of all New England manufactur- 
ing employment. The bank has conducted 
similar surveys for Massachusetts since 1955, and 
it is only for this state that most of the historical 
comparisons can be drawn. 

The capital expenditure decline follows four 
years of large increases. The survey shows a 15 
per cent decrease for Massachusetts this year. 
In contrast, capital expenditures rose 32 per 
cent in Massachusetts from 1954 to 1955 and 30 
per cent from 1955 to 1956. The increase last 
year was 16 per cent, despite the 1 per cent 
increase manufacturers anticipated in the spring. 
The national increase in capital expenditures 
last year was only 7 per cent. 


Funds for Expansion 


The survey this year shows a reversal of the 
trend toward increases in the relative importance 
of spending for expansion rather than replace- 
ment of capital facilities. Expansion accounted 
for 35 per cent of Massachusetts expenditures 
in 1954 and rose to 53 per cent by 1957. This 
trend was especially noticeable for durable goods. 

This year expansion accounts for only 48 per 


goods industries spent more for expansion. (See 
table at the bottom of the page.) 

The sustaining of expansion expenditures by 
durable-goods industries reflects long-term com- 
mitments and plans to complete the many proj- 
ects initiated in past years. Most of the cutbacks 
are in plant construction expenditures rather 
than in machinery and equipment. Nationally 
it has been reported that while total capital 
expenditures will fall 17 per cent this year, the 
expenditure on new manufacturing plant and 
equipment projects will fall by 30 per cent. The 
retrenchment would thus be even more if it 
were not for commitments made in previous 
years. To measure business sentiment more pre- 
cisely the plans of individual plants should be 
analyzed to determine which of their expendi- 
tures result from previous commitments. 

More than three-fourths of the firms expect to 
trim spending for expansion by at least one-half 
this year. This sentiment is more pronounced 
among small firms. A much larger proportion 
of companies employing an average of 500 or 
more workers expect 1958 increases. The larger 
companies also expect little change in replace- 
ment and modernization spending. 

Among the states in New England, a large 





cent of the total for all industries in Massachu- 
setts. For durables the proportion remains the 
same as last year—59 per cent. The proportion 
of expansion in total capital expenditures de- 
clined even more in New England as a whole 
than in Massachusetts, and again the durable- 


portion of firms in Maine, New Hampshire, and 
Vermont reported declining capital expenditure 
plans for 1958. Massachusetts leads narrowly in 
the percentage of firms expecting increases. Bos- 
ton area manufacturers, whose capital expendi- 
tures increased at a greater rate than the rest 
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of the state from 1954 up until this year, conform 
rather closely this year to the general sentiments. 
Capital expenditures are quite sensitive to 
business conditions, and very few firms have 
made plans for 1959. About 8 per cent of the 
firms covered reported on 1959 plans, and they 
were on the whole optimistic. Increases over 
1958 were expected in 54 per cent of the hard- 
goods firms and 52 per cent in soft goods. 


Methods of Financing 

The capital expenditure survey also shows 
some change in methods of financing. Last year 
New England financed 80 per cent of capital 
expenditures through internal sources, such as 
profits. This year the proportion is expected to 
decline to 75 per cent. Internal financing has 
declined in Massachusetts from 87 per cent in 
1954 to 79 per cent in 1957 and an expected 
75 per cent this year. 

Most of the decline is explained by increased 
leasing. Although no further evidence is avail- 
able, it would appear the increase in leasing 
resulted from a more flexible attitude in financ- 
ing long-term expenditures and the recent re- 
laxation of credit terms. 


Industry Trends 

The large drop in capital expenditures is the 
result of both the business recession and the 
chronic decline of certain industries. On the 
whole, capital expenditure plans are consistent 
with sales projections. The decline has not af- 
fected the underlying growth trend of some of 
the region’s durable-goods industries. 

Eight New England industries anticipate espe- 
cially large percentage drops in capital needs 
this year: primary metals, machinery, transpor- 
tation equipment, instruments, textiles, apparel, 
leather and shoes, and the group classified as 
miscellaneous. 

The largest drop is in the paper industry. The 
reasons given were the unusual expansion of 
1957 and low sales expectations this year. 

Primary metals and machinery are tradition- 
ally sensitive to business fluctuations. Machin- 
ery has also been New England’s hardest hit 
industry in the current recession in terms of 
employment. The already depressed textile in- 
dustry is confronted with its own pessimistic 
sales outlook this year. The decrease in apparel 
and leather capital spending is not significant 
because these industries use leased equipment 
and are not large capital spenders. 

Six industries expect their capital expendi- 
tures this year to be above or equal the 1957 
level. They are stone, clay and glass; electrical 
machinery; food; printing; chemicals; and rub- 
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CHANGES IN TOTAL CAPITAL EXPENDITURES 
United States and New England, 1958 vs. 1957 
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ber. According to a Commerce Department-SEC 
survey all of these industries except electrical 
machinery expect higher sales on a nationwide 
basis in 1958 than in 1957. 

Although the electrical machinery industry 
nationally does not expect higher sales, this in- 
dustry in New England plans to increase capital 
spending. The industry is among those which 
have led the growth of employment in New 
England in the postwar decade. Other industries 
in this category are transportation equipment, 
instruments, and chemicals. How does the re- 
cession affect the long-run growth of these 
industries? 

The Massachusetts surveys show that these 
industries have consistently spent more than 50 
per cent of their total capital outlays on expan- 
sion in the past four years. Although these in- 
dustries plan somewhat lower capital spending 
this year, they again lead all other industries 
(except ordnance) in the proportion spent on 
expansion. Their expansion expenditures rep- 
resent 48 per cent of the region’s total expansion 
expenditures. 

In electrical machinery and _ transportation 
equipment an unusually high proportion of 
firms plan increased capital spending, particu- 
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larly on expansion. In transportation equip- 
ment and chemicals the proportion does not 
differ significantly from the average. 

Judged from expansion expenditures, it can 
be concluded that the business recession has not 
affected the growth pattern of New England in- 
dustries. In the long run, industry growth de- 
pends on spending for expansion rather than 
total capital outlays. 

Industries showing the most growth in New 
England are also the industries which lead in 
capital requirements per production worker. 
Historically, New England has lagged behind the 
nation in this measure of capital spending, but 
as the importance of these industries increases, 
the region will more nearly match the nation. 
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NONDURABLE GOODS 


Reliable data on capital spending 
per worker is available only for 1947, 
1954, and 1957. No New England in- 
dustry led the rest of the nation in 
all three of these years, but since 
1954 the gap has been narrowing, 
especially in durables. 

Last year New England’s invest- 
ment per production worker was 
greater than the national average in 
food; stone, clay and glass; electrical 
machinery; and transportation equip- 
ment. In 1954, only paper had a 
higher investment by this measure. 
In 1947, New England was ahead only in ap- 
parel, lumber, leather, electrical machinery, and 
instruments. 

New England manufacturers have invested 
less per worker both in established industries, 
which have lower needs for new capital, and in 
new industries. But the major reason for New 
England’s lower position is its industrial com- 
position. Capital needs vary widely from indus- 
try to industry. The industries in which New 
England has the largest employment shares, 
such as textiles and leather, are also industries 
with low capital requirements. 

The average capital expenditure per worker 
is increasing for the region as the relative im-- 
portance of these industries declines. 


1957 








CHANGES IN SPENDING PLANS OF MANUFACTURING ESTABLISHMENTS, 1958 VS. 1957 
(In Per Cent of Firms) 
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REVIEW OF THE FIRST QUARTER: 


Business Boom Runs Down 


New England businessmen in the opening 
months of 1958 are facing up to the realities of 
a recessionary trend. This is not a localized phe- 
nomenon, but rather a facet of a nationwide 
development. It is, nevertheless, a disturbing in- 
terruption to a postwar business growth culmi- 
nating in the peak years of 1955-57, which had 
built up an unprecedented measure of prosperity. 
How long and deep its impact may be is presently 
a matter for speculative judgment, but no ap- 
praisal should lose sight of the basic strengths 
underlying the economy. 

For three years the boom gathered momentum 
from successive surges in new housing, con- 
sumer purchases of automobiles and other du- 
rable goods, accumulation of business inventories, 
and investments in new plant and equipment. 
Now much of the current weakness stems from 
downward adjustments in those same sectors of 
activity. And the effects pervade the economy. 
Curtailments in jobs and hours of work have 
been translated through reduced incomes into 
hesitant retail purchases. Reduced orders placed 
by merchants have induced production cut- 
backs in other industries. Credit accommodations, 
overwhelmed by demand a year ago, now seek 
a lodging. Most money rates have tumbled. 

New England manufacturing production, as 
measured by this bank’s seasonally adjusted in- 
dex, declined regularly from last September to 
a February value of 102, down 13 per cent from a 
year earlier. Declining trends are general among 
industries, and are accentuated in most durable- 
goods manufacturing groups. Although there 
were some reports of increasing output in March, 
it is clear that the over-all decline had not yet 
run its course. 

Manufacturers have endeavored to schedule 
output in proper relationship to shipments and 
new orders. Reports collected by the Associated 
Industries of Massachusetts indicate that the flow 
of new orders has been running below year- 
earlier levels since last September for state manu- 
facturers in general, and since last May for 
durable-goods manufacturers. Inventories in most 
industries appear to have been undergoing 
orderly contraction at all stages of production. 

Contracts for new construction in New Eng- 
land for January and February were reported 
by F. W. Dodge Corporation to be lagging behind 
the 1957 pace by 10 per cent. The lag was most 
pronounced with respect to manufacturing build- 
ings, public utility projects, and single family 
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homes. On the other hand, contracts for large 
residential buildings and office buildings well ex- 
ceeded those of a year ago. Stimulus to construc- 
tion activity should arise from acceleration of 
present highway and public works programs. 

The current trend and outlook in business 
activity have injected a tone of caution into con- 
templated expenditures for new plant and equip- 
ment. This bank’s recent survey finds that New 
England manufacturers plan to spend in 1958 
for such purposes 24 per cent less than in 1957. 
A greater proportion of expenditures this year 
is for replacement rather than expansion. This 
is a distinct reversal of the trend in other recent 
years. (See article on page 1.) 

Nonagricultural employment in the region has 
declined from last summer, and by February 
1958 was 3.3 per cent less than a year earlier. 
Aside from an almost uninterrupted decline at 
textile mills, the drop has been most rapid in 
durable-goods manufacturing industries which in 
February employed 9.7 per cent fewer workers 
than a year earlier. The impact of job curtail- 
ments has been especially severe in the metal, 
machinery and transportation equipment indus- 
tries. Nonmanufacturing industries in the aggre- 
gate were still employing as many workers as a 
year ago. 

Unemployment statistics point up the chang- 
ing situation more sharply. Insured unemploy- 
ment in the six states during March was about 
double that of a year ago. In its most recent 
classification of major labor market areas, the 
U.S. Bureau of Labor Statistics found unemploy- 
ment to exceed 12 per cent of the labor force in 
metropolitan Providence, and to be above 9 per 
cent in the Lowell and Fall River areas. 

In all six states there was also a shortening of 
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the average workweek for those factory workers 
who held their jobs. In consequence the index 
of man-hours worked in New England manu- 
facturing industries reached in February the 
lowest level since March 1950. Shorter work- 
weeks outweighed some continuing upward creep 
of hourly wages, so that average weekly earnings 
in many New England manufacturing industries 
receded from earlier levels. Cutbacks were sub- 
stantial in some of the metal-using industries. 


Sales Continue Decline 


Although incomes in general have been im- 
paired far less than those of some groups of fac- 
tory workers, the consciousness of a recessionary 
trend has injected an element of hesitation into 
the volume of retail purchasing. Sales at New 
England department stores, adjusted for normal 
seasonal variations, resumed the downward trend 
that started last fall, but was interrupted by the 
strong Christmas season. By February they were 
down 14 per cent from a year earlier. Expec- 
tations for an 8 per cent sales gain in March 
because of the earlier advent of Easter were virtu- 
ally eliminated by two heavy weekend snow- 
storms, and total first quarter sales were 5 per 
cent less than in 1957. 

Compared with early 1957, the sales lag was 
most pronounced in the case of home furnishings. 
Sales of piece goods and household textiles were 
poor in January and February, but strengthened 
in March. Sales of women’s and misses’ apparel 
and accessories, and of men’s clothing, failed to 
achieve last year’s volumes. There was no ap- 
parent shift to basement sales from upstairs 
departments. 

Both inventories and outstanding orders for 
merchandise at the end of February were well 
below year-earlier levels, reflecting the continued 
cautious approach to ordering. Collection ratios 
were slightly improved over a year ago. Accounts 
outstanding showed some shift from instalment 
to charge accounts. 


New automobile registrations in the six states 
during January and February were 20 per cent 
fewer than during the disappointing, comparable 
period of 1957. Reports of increasing purchases 
of used cars and of greater expenditures for re- 
pairs emphasized customer reluctance to incur 
the heavy cost of a new car at this time. 

The persistent upward creep of both whole- 
sale and consumer price indexes in early 1958, 
while the general level of business activity was 
receding, presented a disturbing paradox. But 
close analysis disclosed that rising prices were 
centered in farm and food products, where un- 
usual influences were present, and in costs of 
services. Prices of many basic nonagricultural 
commodities were well below earlier levels, while 
increasing prevalence of unofficial discounts con- 
cealed other price reductions. 


Financial Developments 


The hesitant trend in consumer spending was 
accompanied by a disposition to increase savings. 
Deposit balances at New England mutual savings 
banks at the end of February were 5 per cent 
higher than a year ago, and growth during the 
first two months of 1958 was 39 per cent greater 
than during the same months of 1957. The ratio 
of redemptions to new sales of Series E and H 
Savings Bonds in the district declined. 

Credit developments in early 1958, in compari- 
son with 1957 and in marked contrast to 1956, 
show an improved relation between available 
supplies and demands for funds. Business require- 
ments for new plant and equipment and for in- 
ventories were sharply lower. Total business loans 
outstanding at New England commercial banks 
at the end of the first quarter were about 2 per 
cent less than a year earlier. Sales finance com- 
panies, as well as concerns in the food, liquor, 
and tobacco group, were borrowing much less. 
Many other groups showed only a small rise or 
fall from a year ago. 

The volume of outstanding consumer credit 
at New England banks declined more than sea- 
sonally during February, as pressure for new 
credit extensions eased while monthly repayments 
continued at high level. Although available funds 
for real estate mortgage credit were somewhat 
more plentiful, the outstanding loan volume ex- 
panded only moderately as prospective borrowers 
showed reluctance to commit themselves to pur- 
chases of new homes at currently high prices. 

Many categories of interest rates have fallen 
steeply from rates prevailing in late 1957. The 
rate for 90-day Treasury bills dropped from a 
peak rate of over 31% per cent to a recent rate 
only slightly above 1 per cent. The Federal Re- 
serve discount rate was reduced in steps to 214 
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per cent. Bond yields have dropped, with the 
largest declines in short-term issues. Declines have 
been more moderate in the case of business loans 
from banks and real estate loans. 


Durable-Goods Manufacturing 


New England’s primary- and fabricated metals 
plants experienced sharp cutbacks in orders, out- 
put, and employment. Its limited steel-making 
facilities operated at about half capacity during 
the first quarter, and some furnaces are slated 
for permanent discontinuance. Offsetting this 
loss will be construction of improved facilities 
for specialized steel products. Except for pipe 
production, foundry melt has been cut to about 
half capacity. Pig iron order flow has been slow, 
and the Everett blast furnace is operating with 
two shifts. The long-awaited pick-up in orders 
for copper and brass has not yet materialized, 
and these operations have been further curtailed. 

Employment at nonelectrical machinery plants 
in New England during February had dropped 
16 per cent from the December 1956 peak. Work 
hours for retained employees were also fewer. 
Output of metalworking machinery suffered a 
sharp decline. The backlog of orders for machine 
tools became very low, and the slight pick-up in 
new orders in early 1958 gave little consolation. 
Foreign competition became more serious. The 
outlook for industrial machinery was clouded 
by the general drop in plans for capital ex- 
penditures. Backlogs of textile machinery orders 
became the lowest in years. Producers of paper- 
making machinery have fared slightly better. 

The diversity of products of New England’s 
electrical machinery industry explains an equally 
great diversity in trends of activity. Over-all em- 
ployment in February was 9 per cent less than 
a year earlier. Firms engaged in research, devel- 
opment, and production of equipment for guided 
missiles and other defense items have expanded 
operations. On the other hand, many firms 
engaged in the production of electrical generat- 
ing and transmission equipment, industrial ma- 
chinery, household appliances, and radio and 
television components, have felt the recessionary 
movement severely, and have been obliged to 
make substantial cuts in work forces. 

New England producers of transportation 
equipment have felt the impact of declining 
business activity. Stretch-outs made last year in 
the defense contract program for manned air- 
craft equipment, and the subsequent shift of 
emphasis to satellites and guided missiles, some- 
what disturbed work programs at Connecticut 
aircraft plants. The sharp drop in demand for 
automobiles severely affected assembly schedules 
in Massachusetts and led to the permanent clos- 
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ing of the Ford plant in Somerville. Changing 
developments in the world oil market caused 
cancellation of some orders for tankers, but ship- 
building activity continued to be brisk. 

New England’s furniture industry continued 
to suffer from reduced demand during the first 
quarter, and output was reported to be about 
15 per cent less than a year earlier. New lines 
were introduced in an effort to improve the 
competitive position of local producers. 

Dullness in the furniture and construction in- 
dustries reduced operations of lumber producers 
in New England further. Employment suffered 
further contraction. Price levels, however, gen- 
erally held firm, and in the case of better grades 
of maple and hardwood flooring advanced. 

The diversified and growing instrument in- 
dustry in New England was quite busy up to 
December, from which time a slackening of busi- 
ness led to staff reductions, particularly at plants 
making ophthalmic products and control devices. 


In the regional textile industry, February em- 
ployment declined to 15 per cent below the 
level of a year ago, and the seasonally adjusted 
index of output was only 63 per cent of the 
1950-1952 average. Although inventories of tex- 
tile items were considered low, retailers and gar- 
ment makers were placing orders cautiously. 
With this poor market environment and little 
evidence as yet of the long-awaited upturn, sev- 
eral mills were in process of liquidation, others 
were scheduling further curtailments of opera- 
tions, and workers refrained from pressing for a 
wage increase this year. The seasonal upturn in 
the woolen and worsted segment of the industry 
followed an unusually sharp downturn in 1957. 

New England apparel makers expanded out- 
put seasonally during the quarter but mixed con- 
ditions prevailed in the industry. During January 
and February, employment was under the year- 
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ago level with most segments of the industry 
affected. Volume production of spring and sum- 
mer lines was reached in outerwear and millinery 
shops. However, a strike of dress workers in 
March cut production in some areas. Curtailed 
buying by retailers has resulted in a lower level 
of operations in the region’s garment shops dur- 
ing early 1958 than in the past several springs. 

New England shoe factory operations ex- 
panded seasonally on spring line production 
during the quarter. Output during January 
and February was 4 per cent more than during 
the corresponding 1957 period. However, poor 
weather in February slowed retail sales and de- 
pressed the flow of reorders to the factories, so 
that total output during the quarter may have 
fallen below the output of a year ago. Although 
inventories were considered low at both factories 
and retail shops, the volume of Easter buying 
determines largely whether factories will be busy 
on summer lines or operate at low level until 
production of fall footwear gets underway. 

Production of rubber products was generally 
at a curtailed rate at New England plants dur- 
ing the first quarter. Tire demand was affected 
by the sharp cutback in automobile production, 
and many other types of rubber products felt a 
slackening in demand. February employment in 
the industry was 9 per cent less than a year ago, 
and was accompanied by shortened workweeks. 

Spring production runs of New England jew- 
elry manufacturers were completed earlier in 
1958 than usual, and staff expansions were 
smaller than usual. Production of inexpensive 
costume jewelry was hard hit by lack of ordering 
in depth and by the slowness of reorders. Makers 
of higher priced lines, while not enjoying record 
business, fared better, but this segment of the 
industry usually experiences a more stable market 
for its products than do manufacturers of lower 
priced novelty lines. 

New England's pulp, paper and paperboard 
industry continued to operate at reduced levels 
during the first quarter, and its manufacturing 
index was down about 7 per cent from a year 
earlier. With the industry’s productive capacity 
built up above current demand requirements, 
producers plan 1958 capital expenditures only 
about half those for 1957. Some pick-up in the 
flow of new orders was reported in late March. 


Miscellaneous Nonmanufacturing 
Farm milk prices through the first quarter of 
1958 were fairly favorable in relation to grain 
costs. Northern New England had plenty of good 
winter forage, but the southern part was plagued 
by shortage of feed from last summer’s drought. 
With farm milk prices subsequently falling 
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sharply due to further increase in production, 
normal seasonal price decline, and lower con- 
sumption because of impaired consumer incomes, 
and with grain prices moving upward, net in- 
comes for farmers may fall considerably below 
the favorable 1957 levels. In general, however, 
dairy farmers are in sound financial position. 
Potato prices rallied strongly in mid-winter to 
the highest levels in several years, and should 
ease financial problems for many hard-pressed 
potato growers after some years of low prices. 
Egg prices are considerably higher than the 
relatively low levels that prevailed a year ago. 
Nationally the smaller laying flock and cold 
weather retarded production and held prices up. 
Broiler production nationally continues to stay 
well ahead of the record 1957 production. In the 
face of this, prices have been stronger than ex- 
pected. Maine and Connecticut are the major 
broiler areas in New England. Maine produced 
over 50 million broilers in 1957, up nearly 16 
per cent from 1956, while Connecticut dropped 
from 32 million to slightly over 28 million. 
Landings of fresh fish at New England ports 
in the first quarter were about 4 per cent greater 
than a year ago despite some severe weather in 
February. Good market demand in relation to 
moderate supplies provided rather favorable 
prices to the fishermen, especially in the earlier 
part of the quarter. Stocks in cold storage were 
generally well below comparable 1957 stocks. 
New England’s fast growing winter resort busi- 
ness, aided by unusually favorable snow condi- 
tions, provides this business roundup with a 
final touch of dazzling brightness. Snow was late 
in its arrival, and December guest occupancies 
were 26 per cent less than a year previously. (See 
page 11.) When the snow did arrive it provided 
a more than adequate accumulating blanket for 
skiers. Compared with 1957, resort proprietors 
reported a 12 per cent gain in guest occupancies 
for January, a 17 per cent gain for February, 
and a 49 per cent rise for March. 
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Bank Loans and Small Borrowers 


Bank loans to the smallest businesses declined 
slightly from 1955 to 1957, according to a New 
England survey by the Federal Reserve Bank 
of Boston. 

The decline seemed to be part of a longer 
term trend, and the influence of monetary re- 
straint was not large enough to be definitely 
measurable. 

Changes in loans from 1955 to 1957 by size of 
borrower show three fairly distinct patterns. 
Loans to the very smallest sized borrowers, those 
with assets less than $50,000, decreased 5 per 
cent. Loans to small and medium sized borrow- 
ers (assets $50,000 to $25 million) increased by 
about 15-20 per cent. Loans to the largest bor- 
rowers (assets over $25 million) rose by about 
40 per cent. 

The number of loans to the various size groups 
generally varied in somewhat the same manner 
as the amount, except that the number to the 
smallest size group declined 11 per cent, a some- 
what greater drop than in the amount of loans 
to this group. 

Previous business loan surveys were made in 
1946 and 1955. The First District commercial 
bank loan survey of October 1957 was part of 
an extensive national study of small business 
financing by the Federal Reserve System carried 
out at the request of committees of the U. S. 
Congress. The larger study included commercial 
banks and other lenders, such as insurance com- 
panies, commercial credit companies and state 

evelopment credit corporations, and_ private 
venture capital investors and businesses extend- 
ing trade credit. 


Influence of Credit Restraint 
The question of prime interest is, why did 
loans to the smallest size borrowers decline at a 
time when total business loans were rising sub- 





TABLE 1 


BUSINESS LOANS BY SIZE OF BORROWER 
First District Member Banks 


(Loans Outstanding, October 16, 1957 and October 5, 1955) 




















AMOUNT 
Asset Size NUMBER (in millions of dollars) 
slaiaeaaacaie 1957 1955 1957 1955 
Under $50,000... 41,735 46,665 $ 113.2] $ 119.4 
$50-$250,000.... 38,129 33,536 376. 321 
$250-$1,000,000 10,152 /241 378.5 309.2 
$1-$5,000,C00........ A 2,362 405.7 355.9 
$5-$25,000,000....... 779 582 289.5 249.3 
$25-$100,000,000..... 283 294 217.9 152.7 
$100 million and over... 278 248 308.9 221.6 
I errr rr 3,038 6,017 99.5 35.9 
| Serer me 97,875 $2,120.2 | $1,765.3 














Dollar amounts may not add to totals because of rounding. 
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stantially? Specifically, did monetary restraint 
cause this differential loan experience? 

A common assumption is that credit restraint 
has the greatest impact on the smallest borrow- 
ers, who are likely to be closest to the margin 
with respect to credit-worthiness. Since one 
method of rationing credit is to raise credit 
standards, these borrowers may be left out when 
credit becomes less readily available. The entire 
question is so complex that definite answers are 
not possible, but various influencing factors can 
be studied. 

Banks may react to monetary restraint, not by 
raising credit standards but by favoring local 
businesses at the expense of outside concerns. 
Since small businesses almost always borrow lo- 
cally, they would thus tend to be favored. 

Officers of several New England banks inter- 
viewed during the survey cited examples of such 
cases. The banks said that at times when loan- 
able funds were tight they would rather make 
10 loans averaging $50,000 each, than one loan 
of $500,000. 

One avenue of analysis of loan changes by 
borrower size is to look at changes during the 
postwar period. Loans of First District member 
banks to the smallest borrower increased much 
less than any other group between the 1946 and 
1955 business loan surveys, and declined slightly 
from 1955 to 1957 as shown in Table 2. 

While total business loans in the District in- 
creased by 130 per cent from 1946 to 1955, those 
of the smallest size borrowers increased by only 
37 per cent. As a result, loans of the smallest 
businesses declined from 11.6 per cent of the 
total in 1946 to 6.7 per cent in 1955, and further, 
to 5.4 per cent in 1957. This rate of relative 
decline was about 0.5 per cent per year for the 
earlier period and 0.6 per cent for the later 
period. 

The decline in the share of total loans of First 
District member banks to the smallest businesses 
from 1946 to 1955 occurred despite the absence 
of monetary restraint over most of the period. 
The fact that the relative decline continued at 
about the same rate from 1955 to 1957 might be 
considered somewhat surprising. A larger rela- 
tive drop might have been expected in view of 
the monetary restraint of the later period. 


Size of Loans 


Additional evidence of the relative use of bank 
credit by the smallest businesses can be seen in 
the accompanying chart on amounts of loans of 
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various sizes made by selected First District banks 
since 1948 (information prior to 1948 is not 
available). The smallest sized loans, those from 
$1,000 to $5,000, showed a gradual decline 
from 1948 on, with the exception of the post- 
Korean inventory boom of 1950-1951. Loans of 
this size generally are made to businesses with 
assets of less than $50,000. Large sized loans 
gradually increased with loans of $200,000 and 
larger showing an especially rapid growth in 
1956 and 1957. 

From the available information, it seems that 
since World War II bank loans to the smallest 
businesses in New England increased fairly 
sharply to 1948, probably accounting for most of 
the rise from 1946-1955. Since 1948, however, 
loans to these businesses have shown a small but 
steady decline with the exception of the post- 
Korean inventory boom. Total business loans 
showed two periods of rise, 1950-1951 and 1956- 
1957, with the earlier rise being much sharper. 


It has been argued that if it were not for 
monetary restraint the smallest business loans 
would have increased in 1956-1957 as in 1950- 
1951, paralleling the experience of larger classes. 
These two boom periods, however, were quite 
different in nature. The earlier period was one 
of sharp rises in inventories, for which small 
businesses often use bank credit. The latter 
boom was centered on capital investment. 

If smaller sizes were discriminated against 
under monetary restraint, this should have been 
reflected in the next smallest size (assets of 
$150,000 to $250,000). The results were, how- 
ever, that loans to this size increased as much 
from 1955 to 1957 as the three immediately 
larger groups ($250,000 to $25 million assets) . 

It seems to be a fair conclusion to state that 
the monetary restraint of 1955-1957 had a limited 
effect on bank loans to small business. Perhaps 


this resulted because small business borrowing 
may be less affected by restraint than is often 
assumed. If the policy of restraint had been 
carried to a point where an actual reduction in 
bank credit resulted, however, there might have 
been more of an observable effect on the smaller 
borrowers. 


Shifting Demand for Loans 


If monetary restraint was not responsible for 
the gradual decline in the relative importance 
of small businesses’ use of bank credit, what were 
the causes? 

Explanations include the “graduation” of busi- 
nesses from smaller to larger sizes with the 
passage of time, the lower relative additional 
borrowing potential of small businesses after the 
initial increase in their use of bank credit after 
World War II and the drop in liquidity of large 
concerns since 1955. With general economic 
growth, and especially with inflation, businesses 
pass to larger asset size classes. This “gradua- 
tion” tends to make the smallest class relatively 
less important over time. 

Bank loans of businesses in the smallest size 
class average over 10 per cent of the borrower’s 
total assets. This percentage declines as asset 
size increases until in the largest size class bank 
loans average around 2 to 4 per cent of assets. 
This indicates that there is relatively greater 
unused borrowing potential in the larger sizes. 

While the larger concerns have had the greater 
borrowing potential, they have not generally 
needed the funds since they have had a plentiful 
supply of liquid assets, mainly U. S. Govern- 
ment securities. According to available data, the 
smallest concerns have had a much smaller 
amount, relatively, of these liquid assets. In 
1956 and 1957, however, the supply of U. S. 
Government securities held by the larger con- 
cerns has fallen substantially. Many have prob- 
ably depleted their holdings and had to rely on 
bank loans to finance inventory and receivables 
growth and possibly capital expansion. Many 
large companies may have preferred short term 
bank loans during the period of high interest 
rates with the thought of refinancing later. 





TABLE 2 
CHANGES IN BANK LOANS BY SIZE OF BORROWER 
First District Member Banks, 1946-1957 

















Percentage Change in Loans 
Borrower Asset Size 
1946-1955 | 1955-1957 | 1946-1957 

Over $100 million. ......... +39 
$25-$100 million........... +125 +43 +190 
$5-S25: millions «6 65 <eccccess +16 
eS eee +180 +14 +225 
$250,000-$1 million........ +140 +22 +210 
$50,000-$250,000.......... +136 +17 +178 
U5 10 S50 000 ..bsisi oases + 37 - 5 + 30 

UE ine renee +130 +20 +183 
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Trust Department Income Falls in 1957 


Total income of New England bank trust de- 
partments continued upward in 1957, but mount- 
ing expenses caused a slight drop in net income. 

The increase of total income over 1956 was 
9 per cent, compared to a 15 per cent increase 
the year before. Expenses went up 14 per cent 
in 1957. The result was a change in the trend 
since 1954. Net income rose for the three years 
prior to 1957, with 1955 showing an especially 
large rise. 

Last year a larger percentage of trust depart- 
ments reported a loss than in 1956. Fifteen out 
of a total of 58 reporting departments showed a 
loss in 1957 as compared to only 11 out of 63 
the year earlier. 

All categories of trust income showed an in- 
crease last year, as shown in the accompanying 
table. Income from pension trusts, while still 
accounting for only a small proportion of total 
trust income, has been rising rapidly. Since 1955, 
income from this source has shown a total in- 
crease of 50 per cent. 

Among expense categories overhead showed 
the largest increase. This was due mainly to revi- 
sions in formulas for computing these charges. 
A 10 per cent rise in wages and salaries was about 
the same as the average for New England bank- 
ing as a whole. 





TRUST DEPARTMENT INCOME AND EXPENSE 


Surveyed New England Banks, 1957 
(Amounts in thousands of dollars) 





























9 banks with trust 33 banks with trust 
income exceeding | income from $20, 
$500,000 in 1957 to $500,000 
Per Cent Per Cent 
seer | “Ee ) cogp | “ee 
1956 1956 
Income 
Commissions and fees from: 
ESOS oiio5 cee os $ 2565] + 7.7 $ 922 + 7.1 
Personal trusts......... 11,269 + 4.2 2,116 + 9.5 
Pension trusts.......... 641 +14.3 133 +33.0 
Personal agencies....... 4,881 + 7.7 815 +12.0 
Corporate trusts........ +11.2 22 +37.5 
Corporate agencies..... 4,040 +23.9 107 +27.4 
NOMME ternrc sows neces $24,069 | + 8.6 | $4,115 +10.6 
Expenses 
Salaries and wages........| $10,633 | + 9.8 $2,046 +11.1 
Oo eae 3,646 | + 8.1 1,08 +10.0 
Other employees...... 6,987 +10.7 966 +12.5 
Other direct expense...... 4,878 | +15.2 981 +12.8 
eS ee re 3,240 +39.7 424 +11.9 
| Srrnreriss ) 7 Ly +15.5 $3,451 +11.7 














Note: At the request of the trust officers of commercial 
banks in New England, the Boston Federal Reserve Bank 
has conducted annual surveys of trust department income 
and expenses since 1947. About 60 banks have generally 
responded in the survey and their aggregate trust income 
accounts for approximately 80 per cent of total estimated 
trust income of commercial banks in New England. A 
detailed report of the information obtained from the 1957 
survey is available on request from the Research and 
Statistics Department. 





The Fable of the Fickle Snowflakes 


Once upon a time there were some fickle snow- 
flakes. They resolved that it was much more fun 
to float in the sky and ride on the clouds than 
it would be to fall pell-mell to earth and risk 
being skied upon. December came—skiers got 
out their skis, boots, and poles. But in the 
north country, lodging hosts were woeful. 

At the end of the month when proprietors put 
their figures together, combined occupancy dur- 
ing December was 26 per cent below the preced- 
ing year. Hotels and inns were 40 per cent 
behind year-ago levels, while guest houses were 
10 per cent behind. 

At their annual New Year's party, the snow- 
flakes made some resolutions, and at the begin- 
ning of January they began to fall to earth. 
Not only did the landscape change from green 
to white, but grief turned to joy. In January, 
occupancy at all lodging places in New England 
rose 12 per cent ahead of the same month in 
1957. Especially favored were proprietors in 
New Hampshire and Vermont, where nearly 20 
per cent gains occurred. 


May 1958 


New generations of snowflakes descended to 
earth in February; and, as a result, lodging 
occupancy rose to 17 per cent above the compar- 
able period a year ago. 

New Hampshire led the region for the second 
consecutive month to mark a gain of 27 per cent 
over their year-ago level. The Lakes Region and 
the White Mountains gained the widest increases. 
Vermont again was second with a 13 per cent 
rise over February 1957 and Massachusetts was 
third, 3 per cent over last year. 

The snows of March put an added gay touch 
to the close of the season, well, almost the close. 
Die-hards are still on the slopes in May. Most 
lodging hosts reported that due to the co- 
operation of the snowflakes they had more than 
recouped their early December losses. March this 
year was one of the best on record with a 49 
per cent increase over year-ago levels. Combined 
December through March figures showed the 
1957-58 season 13 per cent ahead of last year 
despite the discouraging December start, when 
snow remained high in the sky. 
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Per Cent Per Cent New England Department Stores 
150[ Seasonally Adjusted Index, 1950-52:100 150[ Seasonally Adjusted index, 1947-49:100 
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MASSACHUSETTS NEW ENGLAND UNITED STATES 
MANUFACTURING INDEXES (1950-52 = 100) (1950-52 = 100) (1947-49 = 100) 
Per Cent Per Cent : Per Cent : 
(seasonally adjusted) Changefrom: Changefrom: Changefrom: 
Mar. '58 Feb.'58 Mar.’57  Mar.'58 Feb.'58 Mar.’57 Mar. '58 Feb.'58 Mar. '57 


All Manufacturing 99p. —11 100p. 102 —4 129 131 —12 
Primary Metals 85p. —22 75p. 78 —29 92 95 —33 
Textiles 49p. — 8 64p. 63 —10 n.a. 91 na. 
Leather 9Ap. — 9 93p. 97 —ay na. na. na. 
Paper 97p. —12 116p. TS — 9 na. n.d. na. 
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NEW ENGLAND UNITED STATES 
Per Cent Per Cent 
Changefrom: Changefrom: 
BANKING AND CREDIT Mar. '58 Feb.'58 Mar. '57 Mar. '58 Feb.'58 Mar. bed 


Commercial Loans ($ millions) 1,489 1,464 — 2 30,220 29,975 -— 1 
(Weekly Reporting Member Banks) 
Deposits ($ millions) 4,265 4,203 +3 96,765 94,667 4 
(Weekly Reporting Member Banks) 
Check Payments ($ millions) 7,800 6,856 203,834 181,693 
(Selected Cities) 
Consumer Installment Credit Outstanding 223 225 222 224 
(index, 1950-52 = 100) 
TRADE 
Department Store Sales 111 131 124 
(index, seas. adj. 1947-49 = 100) 
Department Store Stocks 129 134 n.a. 146 
(index, seas. adj. 1947-49 = 100) 
EMPLOYMENT, PRICES, MAN-HOURS, & EARNINGS 
Nonagricultural Employment (thousands) 3,413 3,427 50,202 
Insured Unemployment (thousands) 256 241 3,146 
(excl. R. R. and Veterans programs) 
Consumer Prices 126.0 124.7 1220 
(index, 1947-49 = 100) (Mass.) (Mass.) 
Production-Worker Man-Hours 80.6 82.8 ; 90.6 
(index, 1950 = 100) 
Weekly Earnings in Manufacturing ($) 73.73 74.30 80.64 
OTHER INDICATORS (Mass.) (Mass.) 
Construction Contract Awards ($ thousands) 
(3-mos. moving averages, Jan., Feb., Mar.) 
Total 108,282 81,838 2,246,906 2,000,610 
Residential 28,474 27,644 858,423 754,431 
Public Works 19,641 13,022 395,993 355,963 
Electrical Energy Production 185.4 184.2 227.0 229.0 
(index, seas. adj. 1947-49 = 100)* 
Business Failures (number) 90 84 1,495 1,238 
New Business Incorporations (number) 738 547 11,670 10,466 
“Figure for last week of month 
p. = preliminary 
n.a. not available 
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